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Title  24 — Housing  and  Urban  Development 

CHAPTER  II — OmCE  OF  ASSISTANT  SEC¬ 
RETARY  FOR  HOUSING  PRODUCTION 
AND  MORTGAGE  CREDIT — FEDERAL 
HOUSING  COMMISSIONER  (FEDERAL 
HOUSING  ADMINISTRATION),  DEPART¬ 
MENT  OF  HOUSING  AND  URBAN 
DEVELOPMENT 

SUBCHAPTER  B — MORTGAGE  AND  LOAN  IN¬ 
SURANCE  PROGRAMS  UNDER  THE  NATIONAL 
HOUSING  ACT 

I  Docket  No.  R-76-3061 

PART  204 — COINSURANCE 

Eligibility  Requirements,  Contract  Rights 
and  Obligations 

Notice  was  given  on  November  27, 1974, 
at  39  FR  41484  that  the  Secretary  of 
Housing  and  Urban  Development  was 
proposing  to  amend  Chapter  n  of  Title 
24  of  the  Code  of  Federal  Regulations  by 
adding  a  new  Part  204  to  implement  the 
coinsurance  program  authorized  by  Sec¬ 
tion  307  of  the  Housing  and  Community 
Development  Act  of  1974,  which  amended 
the  National  Housing  Act  by  adding  to 
it  a  new  Section  244.  entitled  “Coinsur¬ 
ance.” 

The  purpose  of  Part  204  Is  to  set  forth 
the  eligibility  requirements  and  contract 
rights  and  obligations  applicable  to  the 
coinsurance  program  established  under 
the  provisions  of  Section  244  of  the  Na¬ 
tional  Housing  Act.  which  authorizes  the 
Secretary,  upon  request  of  an  approved 
mortgagee,  to  insure  and  make  commit¬ 
ments  to  insure  mortgages,  loans,  or  ad¬ 
vances  under  Title  n  of  the  National 
Housing  Act  pursuant  to  a  coinsurance 
contract  which  provides  that  the  mort¬ 
gagee  will:  (1)  assume  a  percentage  of 
any  loss  and  receive  a  percentage  of  any 
premium  paid  on  the  insured  mortgage, 
and  (2)  carry  out  such  disposition  or 
other  functions  as  the  Secretary  pursu¬ 
ant  to  regulation  may  approve  as  con¬ 
sistent  with  the  purposes  of  the  Act. 

HUD  has  received  35  responses  to  the 
November  27,  1974  publication.  All  of 
these  comments  were  carefully  reviewed 
and  various  changes  have  been  incorpo¬ 
rated  in  these  regulations  as  a  result  of 
such  review.  The  principal  changes  are 
set  forth  below. 

1.  Section  204.2(a)(1),  which  sets 
forth  the  minimum  net  worth  criterion 
for  approval  of  coinsming  mortgagees, 
has  b^n  modified  by  substituting  an 
amount  of  $250,000  in  place  of  the  $500,- 
000  sound  capitfd  fund  amoimt  previous¬ 
ly  required.  The  initial  requirement  was 
reduced  in  view  of  the  determination 
that  no  necessary  correlation  exists  be¬ 
tween  size  of  lender  and  quality  of  orig¬ 
ination,  i.e.,  that  smaller  lenders  are  as 
capable  of  imderwriUng  sound  loans  as 
are  larger  lenders.  Though  the  $500,000 
minimum  was  foimd  to  be  imduly  re¬ 
strictive  in  terms  of  the  eligibility  of 
smaller  lenders,  it  was  recognized  that 
some  degree  of  assurance  had  to  be  pro¬ 
vided  that  lenders  would  have  available 
a  lev^  of  resources  adequate  to  enable 
them  to  participate  fully  in  the  pro¬ 
gram  as  coinsurers.  It  is  believed  that 
the  $250,000  requirement  provides  such 
assurance. 


2.  Section  204.3(a)  (1) ,  concerning  pro¬ 
hibition  of  speculator-type  transactions, 
has  been  modified  to  exclude  transac¬ 
tions  involving  nonoccupant  sellers  who 
acquired  title  to  the  property  during  the 
2-year  period  preceding  the  submission 
of  the  application  for  insiuance.  As  re¬ 
gards  the  impact  on  speculator-type  ac¬ 
tivity,  the  new  provision  is  considered 
more  effective  than  the  previous  provi¬ 
sion,  which  excluded  mortgages  covering 
properties  which  had  been  occupied  by 
parties  other  than  the  owners  for  2 
years  or  less  preceding  the  submission  of 
the  application  for  insurance.  The  in¬ 
tent  here  is  to  focus  on  term  of  ownership 
rather  than  on  term  or  nature  of 
occupancy. 

3.  Section  204.254,  which  presents  the 
requirements  for  the  submission  of  ap¬ 
plications  for  insurance,  has  been  re¬ 
vised  to  allow  the  mortgagee  30.  rather 
than  15,  dasrs  to  submit  required  docu¬ 
ments  after  the  date  of  closing.  It  was 
determined  that  the  IS -day  limitation 
represented  a  requirement  with  which 
many  lenders,  due  to  processing  delays, 
could  not  comply;  and  a  30-day  period 
was  selected  as  adequate  for  this  pur¬ 
pose. 

4.  Sections  204.261  through  204.264. 
dealing  with  the  initial  MIP,  and  S§  204.- 
265  through  204.268,  dealing  with  the 
annual  MIP  have  been  modified  in  or¬ 
der  to  establish  for  the  coinsurance  pro¬ 
gram  the  same  premium  structure  as  is 
utilized  in  the  regular  Section  203(b) 
program.  Previously,  it  was  planned  that 
the  mortgagor  would  be  charged  1  per¬ 
cent  of  the  first  year’s  average  outstand¬ 
ing  balance  at  the  time  of  closing,  and 
Vi  percent  of  the  subsequent  years’  aver¬ 
age  balance  at  the  be^nnlngs  of  years 
two  through  six.  That  approach  would 
have  required  a  larger  cash  outlay  by 
mortgagors  under  the  coinsurance  pro¬ 
gram  than  imder  the  regular  Section 
203(b)  program,  and.  consequently  might 
have  been  a  disincentive  to  participa¬ 
tion  in  the  program.  Furthermore,  it  was 
considered  inappropriate,  during  a 
period  of  high  and  rising  housing  costs, 
to  cause  homebuyers  to  pay  out  larger 
amoimts  at  the  time  of  closlhg  than 
would  otherwise  be  necessary. 

5.  Section  204.271(a),  establishing  the 
mechanism  for  crediting  portions  of  pre¬ 
mium  income  to  each  lender’s  Annual 
Coinsurance  Reserve,  has  been  modified 
to  allow  each  lender  to  receive  a  maxi¬ 
mum  reserve  credit  of  approximai  ly  .35 
percent,  rather  than  .25  percent,  of  the 
original  principal  amount  of  each  loan 
originated.  This  revised  allocation  was 
determined  on  the  basis  of  the  following 
considerations:  (a)  The  occurrence  of 
foreclosures,  prepasrments,  and  other 
terminations  prior  to  the  crediting  of 
full  premium  amounts  to  reserves;  (b) 
tax  liability  incurred  currently  by  lend¬ 
ers  on  income  which  will  not  be  received 
until  the  sixth  year;  (c)  the  probability 
of  related  costs  exceeding  the  fees  and 
other  compaisation  collected  by  mort¬ 
gagees  for  tmderwriting  and  property 
management  overhead,  as  set  forth  in 
ii  204.4(a)  and  204.322(m);  and  (d) 
variations  in  experience  among  lenders 


due  to  size,  i.e.,  the  former  .25  percent 
assumed  closer  adherence  to  overall 
pooled  experience  than  would  be  antic¬ 
ipated  for  smaller  scale  operations. 

6.  Section  204.271(b),  which  sets  forth 
the  provisions  governing  credits  to  the 
Annual  Colnsiurance  Reserve  after  the 
stop-loss  limit  has  become  applicable, 
has  been  revised  to  provide  that  the 
Ccxnmissloner  will  disburse  annually  any 
premium  income  due  to  mortgagees 
which  have  reached  this  limit,  rather 
than  crediting  such  amounts  due  to  the 
reserve.  This  revision  was  made  to  as¬ 
sure  equitable  treatment  of  all  lenders. 
Le..  that  mortgagees  receive  premium 
inomne  cm  all  mortgages  for  the  period 
during  which  they  are  insured,  thereby 
being  subject  to  ^e  same  loss  exposure 
regardless  of  the  period  in  which  the 
individual  stop-loss  limit  is  reached.  Un¬ 
der  the  initial  provision,  assuming  no 
transfers  of  servicing,  a  lender  reaching 
ttie  stop-loss  at  the  end  of  the  first  year 
would  incur  an  approximate  cash  outlay 
(Loss)  of  J88  percent  of  principal  orig¬ 
inated  (1  percent  stop-loss  less  pre¬ 
mium  allocated  to  reserve),  whereas  a 
lender  reaching  the  stop-loss  at  the  end 
of  the  fifth  year  would  lose  between  .75 
percent  and  .98  percent  of  the  total 
principal  amount  originated  in  the  first 
year. 

Section  204.275(c),  concerning  the 
maximum  payment  which  a  mortgagee 
may  receive  as  an  annual  participating 
share,  has  been  revised,  from  one-half  of 
one  percent  of  the  original  principal 
amounts  of  all  coinsured  mortgages  orig¬ 
inated  by  the  mortgagee  in  addition  to  all 
mortgages  for  which  coinsurance  liability 
is  assumed,  to  three-tenths  of  one  per¬ 
cent  of  the  total  of  originations  plus  net 
assumptions,  the  latter  term  being  de¬ 
fined  as  mortgages  on  which  liability  is 
assumed  less  mortgages  on  which  liability 
has  been  transferred  to  another  coinsur¬ 
ing  mortgagee.  This  reduction  of  the 
maximum  participating  share,  from  .5 
percent  to  .3  percent  of  princit>al,  was  in¬ 
troduce  to  compensate  for  the  Increase, 
from  .25  percent  to  .35  percent,  in  premi¬ 
um  allocation  which  the  lender  will  now 
receive  on  its  surviving  portfolio.  Also, 
the  conversion  from  a  gross  to  a  net  as¬ 
sumption  basis  for  calculating  the  prin¬ 
cipal  base  provides  for  the  equitable 
treatment  of  lenders  in  that  the  trans¬ 
feror  of  servicing  is  eligible  for  a  lower 
maximum  share  while  the  transferee  be¬ 
comes  digible  for  a  higher  proportional 
payment. 

8.  Section  204.284,  which  stipulates 
conditions  under  which  a  coinsured 
mortgage  may  be  converted  to  fully  in¬ 
sured  status,  has  been  modified  to  permit 
such  conversion  prior  to  the  end  of  the 
60  month  period  if  the  transfer  of  all 
servicing  functions  from  the  originating 
mortgagee  or  approved  coinsuring  mort¬ 
gagee  to  another  servicer  has  been  made 
by  an  investing  mortgagee  upon  a  show¬ 
ing  of  gdod  cause  and  a  finding  by  the 
Commisslimer  that  such  transfer  is  for 
good  cause  and  in  the  best  interests  of 
PHA. 

9.  Section  204.305(a),  dealing  with 
property  r^airs.  has  been  clarified  to 
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provide  that  repairs  shall  not  exceed 
those  re<iulred  by  local  law  and,  in  FHA/ 
VA  resale  cases,  those  necessary  to  meet 
the  objectives  of  the  Minimum  Property 
Standards;  and  that  no  other  rcvairs 
Khuii  be  made  without  the  specific  ad¬ 
vance  approval  of  the  Commissioner.  This 
cU^cation  was  introduced  for  the  pur¬ 
poses  of:  (a)  Minimizing  repair  ex¬ 
penses.  which  are  allowable  only  if  re¬ 
quired  by  law  or,  in  certain  cases,  by  the 
Mininmim  Property  Standards,  and  (b) 
assuring  that  any  additional  repair  ex¬ 
penses  incurred  are  economicalh^  justi¬ 
fiable  in  terms  of  anticipated  recovery 
from  sales  proceeds. 

10.  Section  204.306(a)  has  been  modi¬ 
fied  to  allow  the  mortgagee  15.  rather 
than  30,  days  in  which  to  submit  an 
application  for  insurance  b^iefits  after 
date  of  sale.  This  change  was  made  to 
pedite  total  claim  processing,  particular¬ 
ly  with  regard  to  the  making  of  payments 
to  investing  mortgi^^ees,  and  to  make  the 
maximum  period  between  sale  of  the 
property  and  filing  of  the  claim  conform 
with  that  which  prevails  between  iq;>- 
praisal  and  clain}  filing  in  non-sale  situa¬ 
tions,  l.e.,  15  da3rs,  as  set  forth  In 
$  204.306(b). 

11.  Section  204.321  (d) .  establishing  the 
stop-loss  limit,  has  been  modified  to  treat 
assumptions  on  a  net  rather  than  gross 
basis,  i.e.,  a  mortgagee  will  not  be  re¬ 
sponsible  for  losses  in  excess  of  one  per¬ 
cent  of  original  principal  of  mortgages 
originated  plus  mortgages  on  which  lia¬ 
bility  is  assumed  less  mortgages  on  which 
llabiUty  Is  transferred  to  another  mort¬ 
gagee.  This  modification  has  been  intro¬ 
duced  to  provide  for  equitable  treatment 
of  all  Imdets.  Under  the  previous  pro¬ 
visions,  a  lender’s  stc^loss  limit  could 
either  remain  constant  or  Increase,  since 
it  was  determined  on  the  basis  of  origi¬ 
nations  plus  gross  assumptions  of 
liability.  Under  the  revised  provision,  the 
calculation  is  based  on  originations  idus 
net  assumptions,  so  that  a  transferor’s 
loss  exposure  is  decreased  at  the  same 
time  and  In  Uie  same  amount  that  a 
transferee’s  exposure  Is  increased. 

12.  Section  304.322(1) ,  dealing  with  the 
calculation  of  debenture  Interest  for 
claim  purposes,  has  been  changed  to  pro¬ 
vide  for  the  payment  of  debenture  Ix^r- 
est  on  the  unpaid  principal  rather  than 
cm  the  portion  of  the  insurance  ben^ts 
paid  in  cash.  The  previous  provision  re¬ 
sulted  frcun  an  oversight;  it  was  Initially 
Intended  that  debenture  interest  would 
be  payable  on  principal  outstanding 
rather  than  on  90  percent  or  some  lesser 
percentage  of  net  loss. 

13.  Section  204.322(k) ,  concerning  the 
period  for  which  mortgage  interest  Is 
payable  for  claim  purposes,  has  been 
changed  to  reflect  an  extension  in  the 
termlnaticm  date  of  such  period,  from 
15  days  after  date  of  disposition  or  ap¬ 
praisal  to  date  of  claim  settlement,  pro¬ 
vided  that,  if  the  mortgagee  fails  to  sub¬ 
mit  the  claim  within  the  prescr&ed  15- 
day  period,  no  interest  will  be  payal^ 
from  the  date  on  which  that  period  ends 
to  the  date  on  which  the  claim  is  re¬ 
ceived  by  HUD.  This  change  was  made  to 
provide  greater  similarity  of  treatment 


between  coinsurance  and  the  fun  insur¬ 
ance  programs,  tmder  the  provisions  oi 
which  debenture  Interest  is  payid>]e  to 
the  date  of  claim  settlement.  Further¬ 
more.  this  revision,  by  providing  for  the 
pasnnent  of  additional  Interest,  avoids 
penalizing  the  mortgagee  ter  any  deiasrs 
caused  by  HUD  in  paying  the  claim  while. 
at  the  same  time,  providing  that  HUD 
win  not  pay  interest  during  periods  of 
delay  for  wUch  the  lender  is  responsible. 

14.  Section  204.322(1)  (2),  concerning 
repair  expenses  aUowable  for  claim  pur¬ 
poses,  has  been  modified  to  include  the 
clarification  incorporated  in  §  204.305 
(a). 

15.  Section  204.322(1)  (3),  concerning 
discoimts  on  FHA/VA  resales,  has  been 
modified  to  clarify  that  discounts,  as  of 
the  date  of  loan  closing,  will  be  allowed 
for  claim  purposes  in  amounts  not  ex¬ 
ceeding  discounts  allowable  by  HUD  on 
the  sale  of  its  own  acquired  properties. 
The  previous  provision  simply  allowed 
such  discounts  at  a  rate  approved  by  the 
Commissioner. 

16.  Section  304.322  (m),  dealing  with 
inclusion  in  the  claim  of  a  property  man¬ 
agement  overhead  fee.  has  been  changed 
to  provide  for  the  termination  of  such 
fee  on  the  date  of  disiposition  or  apprais¬ 
al,  whichever  first  occurs.  The  previous 
provision  required  fee  payment  to  the 
date  of  sale,  which  might  occur  after  the 
expiration  of  the  six-month  period  be¬ 
ginning  with  acquisition  of  title. 

17.  Section  204.330,  establishing  re¬ 
quirements  for  payments  to  investors  by 
mortgagees,  has  been  revised  to  delete 
the  dual  disbursement  structme  and 
substitute  a  single  payment  to  be  made 
by  mortgagees  within  5  days  of  receipt 
of  Insurance  benefits.  This  revision 
simplifies  program  adminlstraticm  by 
consolidating  payments  and  precludes 
the  situation  in  which  a  mortgagee 
would  be  required  to  advance  its  own 
fimds  to  an  investor  prior  to  receipt  of 
claim  i^yment  from  HUD. 

18.  Section  204.351  has  been  modified 
to  provide  that  the  debenture  issue  date 
.shall  be  the  date  of  insurance,  claim 
settlement  rather  than  the  date  of  de¬ 
fault.  Since  a  combination  of  debenture 
and  contract  interest  is  aUowable  in  the 
claim  from  th^  date  of  default  to  thejdate 
of  claim  settlement,  deb^tures,  if  is¬ 
sued  on  the  latter  date  in  Ueu  of  a  cash 
payment,  should  bear  interest  as  of  such 
date. 

The  revisions  cited  above  incorporate 
to  a  significan't  extent  a  number  of  the 
comments  received  on  the  proposed  regu¬ 
lations.  Certain  suggestions  contained  in 
the  comments  were  incorporated  in  their 
entirety;  others  were  included  only  in 
part.  Major  program  issues  Included  in 
the  cmnments  which,  though  raised  on  a 
recurring  basis,  did  not  dlrecUy  result 
In  reviskms  to  the  prtgmsed  regulations 
are  set  forth  below. 

1.  Tax  Uabiiitjf  Jar  reserve  credits.  It 
was  noted  that  lenders  on  the  accrual 
basis  would,  under  the  provisions  of  the 
nus  Code,  be  required  to  record  currently 
as  income,  l.e..  incur  tax  liabUity  on. 
amounts  credited  to  Azmual  Coinsurance 
Reserves  even  though  disbursanent  of 


reserve  balances  would  not  occur  before 
the  sixth  year.  It  was  suggested,  there¬ 
fore.  that  such  inceme  be  taxed  on  a 
cash,  rather  than  on  an  accrual  basis. 
Though  IRS  has  ruled  that  such  income 
would  be  taxable  on  an  accrual  basis, 
the  resulting  disadvantage  was  at  least 
partisdly  comp^asated  by  the  revbkm  in 
amounts  credited  to  the  reserve,  as  es¬ 
tablished  in  S  204.271  (a) . 

2.  Impact  of  contingent  liahttitif.  Sev¬ 
eral  cesnmaats  called  attention  to  the 
adverse  implications  for  lenders  of  show¬ 
ing  large  coinsurance  liabilities  on  finan¬ 
cial  statements,  particularly  with  respect 
to  the  effect  on  warehousing  and  other 
credit  lines.  HUD  believes  that  such  lia¬ 
bility.  which  at  a  mtnrimnm  would  ap¬ 
proximate  1.0  percent  of  portfolio,  woxild 
exercise  negligible  impact,  particularly  if 
shown  on  an  actuariidly  anticipated 
rather  than  cm  a  maximum  theoretical 
loss  basis. 

3.  Mortgage  assumptions.  The  sugges¬ 
tion  was  made  that,  since  mortgagees 
are  a.ssumtng  contingent  liability  under 
coinsurance,  a  pcdicy  more  restrictive 
than  that  of  free  alienation,  which  pre¬ 
vails  under  the  full  insmrance  programs, 
should  apply,  i.e.,  that  mortgagees  should 
be  permitted  to  require  approval  of  a 
purchaser  in  cases  in  which  the  original 
mortgagor  is  not  released  from  liability 
under  the  mortgage  Instruments.  HUD 
determined  that  any  such  change  may 
imduly  restrict  the  ability  of  mortgagors 
to  sril  properties  financed  with  coinsured 
mortgages. 

4.  Undenoriting  fees.  It  has  been 
pointed  out  that  these  fees,  as  set  forth 
in  f  204.4,  are  considered  inadequate  to 
compmsate  lenders  for  the  direct  and 
indirect  underwriting  costs  which  they 
will  now  incur.  HUD  believes  that,  since 
coinsurance  is  an  experimental  program, 
fees  and  other  aspects  of  the  program 
should  be  anal3rzed,  as  experience  is  ac¬ 
cumulated,  with  the  objective  of  intro¬ 
ducing  any  modifications  which  may  be 
reqxilred.  Also,  overall  compensation  to 
mortgagees  was  increased  by  revlstBg' 
the  amounts  allocable  to  the  Annusd 
Coinsurance  Reserve,  as  set  forth  in 
8  204.271(a). 

5.  Property  management  overhead 
compensation.  The  remarks  presented 
above  in  item  4  concerning  mxlerwiiting 
fees  also  pertain  to  thte  form  of  compen¬ 
sation,  which  is  established  in  8  204.- 
332(m). 

6.  Mandatory  disposition  period.  Ob¬ 
jections  were  raised  to  the  nmytmnTn  pe¬ 
riod  allowable  for  sale,  as  established  by 
8  204.305(a) ,  and  to  the  procedure  for  ef¬ 
fecting  claim  settlement  in  the  event 
that  disposition  does  not  occur  within 
the  stipulated  period,  as  set  forth  in 
8  204.306(b).  It  was  suggested  that  a 
mechanism  be  developed  for  extauUng 
this  period,  so  that  mortgagees  would  not 
be  forced  to  sell  properties  at  substantial 
losses  or  borrow  funds  to  finance  prop- 
erttes  held  beycxid  the  slx-mcmth  period. 
HUD  maintains  that  in  nes^rly  every 
case,  on  a  net  basis,  both  the  lender  and 
the  HUD  insurance  funds  boiellt  from 
an  early  sale,  and  that,  even  in  d^nessed 
markets,  the  cost  of  holding  a  property 
for  an  extended  period  will  exceed  the 
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potential  loee  from  sale  within  the  pre¬ 
scribed  period. 

7.  Discounts  on  conventional  loans. 
Discounts  are  allowable  for  claim  pur¬ 
poses  on  resales  financed  with  FHA  or 
VA  mortgages,  as  set  fmiih  in  |  204.322 

(1)  (3) ,  but  the  suggestion  was  made  that 
discounts  on  non-FHA/VA  resales  also 
be  allowed.  HUD  policy  on  this  matter 
parallels  that  which  is  applicable  to 
sales  by  HUD  of  its  own  acquired  prop¬ 
erties.  i.e.,  discoimts  as  such  may  be  ab¬ 
sorbed  directly  by  HUD  only  on  PHA/VA 
resale  transactions. 

8,  Prohibition  of  reinsurance.  Section 
204.256,  prohibiting  reinsurance,  has 
been  retained  in  spite  of  objections  that 
this  restriction  is  unnecessary.  In  order 
to  retain  the  coinsurance  approach  in 
which  the  loan  originator,  by  sharing  di¬ 
rectly  in  the  risk  of  loss,  has  direct  in¬ 
centive  to  carry  out  imderwriting  func¬ 
tions  in  a  sound  manner,  it  is  necessary 
that  this  restriction  be  retained. 

Environmental  and  inflation  impact 
statements  relative  to  the  subject 
amendments  have  been  prepared  and 
will  be  available  for  public  inspection 
during  normal  business  hours  at  the  of¬ 
fice  of  the  Rules  Docket  Clerk,  Office  of 
General  Counsel.  Room  10245,  Depart¬ 
ment  of  Housing  and  Urban  Develop¬ 
ment,  451  Seventh  Street,  SW.,  Wash- 
Ingrton,  D.C. 

In  consideration  of  the  foregoing,  and 
pursuant  to  authority  contained  in  Sec¬ 
tion  211  of  the  National  Housing  Act,  12 
U.S.C.  1701  et  seq..  Chapter  H  of  Title 
24  is  amended  as  follows: 

1.  In  the  list  of  parts  for  Subchapter 
B,  a  new  Part  204,  entitled  COINSUR¬ 
ANCE  is  added.  As  revised  the  list  of 
parts  for  Subchapter  B  reads  as  follows: 

•  •  «  •  • 

Part  203—*  *  • 

Part  204— COINSURANCE. 

Part  205—*  •  • 

•  •  •  •  • 

2.  A  new  Part  204,  entitled  COINSUR¬ 
ANCE,  is  added  as  set  forth  below. 

Subpsrt  K — Eligibility  Requirements 

Sec. 

204.1  Incorporation  by  reference. 

204.3  Approval  of  coinsuring  mortgagees. 

204.3  Authority  to  determine  eligibUlty. 

204.4  Application  fees. 

204.5  Mortgage  servicing  dtirlng  coinsur¬ 

ance  period. 

Subpsrt  B — Contract  Rights  and  Obligations 
304. 261  Definitions. 

Endorsement  and  Contract  of 
Insurance 

204. 264  AppUcation  for  Insurance. 

204. 255  Insurance  of  mortgage. 

304.  356  Reinsurance  prohibited. 

204.257  Contract  created  by  Mortgage  In- 
-•urance  Certificate. 

MoRTaAOE  Insurance  Premiums — ^In 
^neral 

204. 260  Method  of  payment  of  MIP. 
iNiTiAi.  Mortgage  Insurance  Premium 

304. 261  Amount  of  Initial  MIP. 

204. 362  Due  date  of  initial  MIP. 

204. 363  Period  covered  by  initial  MIP. 
204.264  Pro  rata  payment  of  initial  MIP.  ' 


Annuai.  Mortgage  Insurance  Premium 
Sec. 

204.  365  Amoimt  of  annual  MIP. 

204.  266  Due  date  of  annual  MTP, 

204. 267  Duration  of  annual  MIP. 

204.  268  Pro  rata  payment  of  annual  MIP. 

Adjusted  Mortgage  Inbueancb  Premium 

204. 269  Dlsconltouance  of  adjusted  premi¬ 

um  charge. 

Coinsurance  Reserve 

204. 270  Annual  coinsurance  reserve. 

204. 271  Credits  to  reserve. 

204. 272  Debits  to  reserve. 

204. 273  Distribution  of  reserve. 

204. 274  Transfer  of  Annual  Coinsurance 

Reserve. 

204. 275  Mortgag^ees’  participating  share. 

Termination 

204. 280  Termination  of  Insurance  contract. 

204. 281  Notice  of  termination  by  mort¬ 

gagee. 

204.  282  Notice  and  date  of  termination  by 
Commissioner. 

204. 283  Effect  of  termination. 

204.  284  Termination  of  coinsurance  provi¬ 
sions  of  the  Insurance  contract. 

Default  Under  Mortgage 

204.290  Definition  of  default. 

204.291  Date  of  default. 

204.292  Notice  of  default. 

204.203  Reinstatement  of  defaulted  mort¬ 
gage. 

204.264  Forbearance  relief  and  recasting  of 
mortgage. 

Claim  Procedure 

204.300  Claim  procedure  In  general. 

204.301  Acquisition  of  property. 

204.302  Notice  of  foreclosure. 

204.303  Deed  In  lieu  of  foreclosure. 

204.304  Notice  of  acquisition  of  title. 

204.305  Disposition  of  the  property. 

204.306  Application  for  Insurance  benefits. 

Payment  op  Insurance  Bencttts 

204.320  Method  of  payment. 

204.321  Amount  of  payment. 

204.322  Items  Included  In  payment. 

204.323  Items  deducted  from  payment. 
204.330  Benefits  to  Investing  mortgagees. 

204.350  Debentures. 

204.351  Issue  date  of  debentures. 

204.355  Mutual  Mortgage  Insvirance  Fund 
and  distributive  shares. 

204.360  Sale,  assignment  and  pledge  of  In¬ 
sured  mortgages. 

Extension  of  Time 

204.360  Actions  to  be  taken  by  mortgagee 
or  lender. 

Amendments 

204.381  Effect  of  amendments. 

Authoritt:  Sec.  211,  National  Housing  Act, 
12  UB.C.  1701,  et  seq. 

Subpart  A — Eligibility  Requirements 
§  204.1  Incorporation  by  reference. 

All  of  the  provisions  of  Subpart  A,  Part 
203  of  this  chapter  concerning  ^Ugibility 
requirements  of  mortgages  under  Section 
203(b)  of  the  National  Housing  Act  ap¬ 
ply  to  mortgages,  covering  one-  to  four- 
family  dwellings,  to  be  Insured  under 
Section  203(b)  pursuant  to  the  coinsur¬ 
ance  authority  of  Section  244  of  the  Na¬ 
tional  Housing  Act  except  the  following 
provisions: 


8eo. 

203.12  Application  and  commitment  exten¬ 
sion  fees. 

203.18  (c),  (d),  (s),  ft  (f)  Maximum  mort¬ 
gage  amoimts. 

203.43  EligibUlty  of  miscellaneous-typs 

mortgages. 

203.43a  Eligibility  of  mortgages  covering 
housing  in  certain  neighborhoods. 
203.43b  Eligibility  of  mortgages  covering 
housing  Intended  for  seasonal  oc¬ 
cupancy. 

Open-End  Advances 

203.44  EliglblUty  of  open-end  advances. 
Insured  Home  Improvement  Loans 

203.60  Definitions. 

203.51  Eligible  lenders. 

203  A2  Withdrawal  of  approval. 

203A3  Financial  statements. 

203fi4  Loan  servicing. 

203.56  Form  of  apphcatlon. 

203.60  Application  and  commitment  exten¬ 

sion  fees. 

203.61  Issuance  of  commitment. 

203.62  Note  and  security  form. 

203.63  Dlsbiursement  of  proceeds. 

203.64  Loan  multiples. 

203.65  Loan  paymuits. 

203.70  Maturity  of  loan. 

203.71  Loan  amortization  period. 

203.72  Beginning  of  payments. 

203.73  Maximum  loan  amoimts. 

203.74  Maximum  Interest  rate. 

203.75  Am(»tizatlon  provisions. 

203A0  Payment  of  Insurance  premiums  or 
charges. 

20381  Application 'of  payments. 

20382  Use  of  proceeds. 

20383  Nature  of  borrower's  ownership. 

20386  Credit  standing. 

203.90  Relationship  of  income  to  locm  pay¬ 

ments. 

203.91  Certification  as  to  outstanding  In¬ 

debtedness  relating  to  the  prop¬ 
erty. 

203.92  Certificate  of  nondiscrimination  by 

borrower. 

203.93  Certificate  and  contract  regarding 

use  al  dwelling  for  transient  or 
hotel  purposes. 

203.94  Acceptable  risk. 

203.95  Owner-occupancy  In  mUltary  serv¬ 

ice  cases. 

203.100  Charges  and  fees  to  lender  from 

borrower. 

203.101  Report  and  approval  of  charges  and 

fees. 

203.102  Late  charge. 

§  204.2  Approval  of  coinsuring  mortga¬ 
gees. 

(a)  A  mortgagee  approved  under 
§§203.1,  203.2,  203.4(b),  or  203.4(0  of 
this  chapter  and  meeting  the  following 
special  requirements  may  be  approved 
as  a  coinsuring  mortgagee  imd^  this 
part: 

(1)  It  shall  have  sound  capital  funds 
(net  worth)  of  a  value  of  not  less  than 
$250,000; 

(2)  It  shall  submit  evidence  satisfac¬ 
tory  to  the  Commissioner  that  it  is  ca¬ 
pable  of  discharging  full  underwriting, 
servicing  and  property  disposition  re¬ 
sponsibilities  as  required  under  instruc¬ 
tions  and  standards  Issued  by  the 
Commissioner: 

(3)  It  shall  submit  to  such  monitoring, 
auditing  and  review  as  the  Commissiemer 
may  require; 

(4)  It  shall  sulunit  a  detailed  audit 
report  of  its  botdes  made  by  an  ind^iend- 
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ent  accountant  satisfactorr  to  the  Com¬ 
missioner,  reflecting  a  condition  satis¬ 
factory  to  him; 

(5)  It  shall  flle  with  the  Commissioner 
sin^lar  annual  audits  within  75  dasrs  of 
the  closing  of  its  flscal  year  so  long  as 
its  approval  as  a  coinsuring  mortgagee 
con^ues; 

(6)  It  shall  comply  with  any  other 
conditions  that  the  Commissioner  may 
impose. 

(b)  Approval  of  a  coinsuring  mort¬ 
gagee  imder  this  part  may  be  withdrawn 
for  the  causes  provided  in  S  203.7  of  this 
chapter  or  for  any  of  the  following 
causes: 

(1)  Failure  to  maintain  the  required 
,  sound  capital  funds; 

(2)  Failure  to  properly  perform  un¬ 
derwriting,  servicing,  or  property  dispo¬ 
sition  fimctions  in  accordance  with  in¬ 
structions  and  standards  issued  by  the 
Commissioner; 

(3)  Failure  of  an  originating  mort¬ 
gagee  to  discharge  its  responsibilities 
under  a  contract  for  coinsurance; 

(4)  Failure  to  make  fuU  payment  to 
an  Investing  mortgagee  as  required  in 
this  part; 

(5)  Such  other  causes  as  the  Commis¬ 
sioner  determines  to  be  justifled. 

§  204.3  Authority  to  determine  eligibil¬ 
ity. 

(a)  A  mortgagee  approved  for  coin¬ 
surance  is  authorized  to  make  determi¬ 
nations  relating  to  the  eligibility  of  the 
mortgage,  the  mortgagor,  and  the  prop¬ 
erty,  piu*suant  to  instructions  and  stand¬ 
ards  issued  by  the  Commissioner,  for  in¬ 
surance  of  a  mortgage  with  respect  to 
any  mortgage  to  be  coinsured  by  the 
Commissioner  and  the  mortgagee, 
except: 

(1)  Mortgages  flnancing  the  sale  of  a 
property  by  a  nonoccupant  seller  who 
acquired  title  to  the  property  dmdng  the 
period  beginning  two  years  prior  to  the 
^date  of  {qipllcation  for  insurance  and 

ending  on  the  date  of  such  application; 

(2)  Mortgages  covering  proposed  con¬ 
struction  in  new  subdivisicms  which  have 
not  been  approved  by  the  Cmnmissioner. 

(b)  In  making  the  determinations  set 
forth  in  this  section  the  mortgagee  ah  all 
utilize  only  staff  or  fee  ai^raisers,  mort¬ 
gage  credit  examiners,  and  inspectors 
ai^roved  by  the  Cmnmissioner. 

§  204.4  Application  fees. 

(a)  When  the  mortgagee  determines 
the  aivraised  value  of  the  property,  the 
eligibility  of  the  property  for  insurance, 
and  the  mortgage  amount  vdiich  may  be 
Insured,  the  mortgagee  may  collect  from 
the  mortgagor  for  its  own  use  an  appli¬ 
cation  fee  as  fcdlows: 

(1)  $50  for  an  application  involving 
existing  housing; 

(2)  $65  for  an  am}llcation  involving 
pr<gx>sed  construction. 

(b)  When  the  mortgagee  stibmits  an 
aiH>lication  for  cmiditional  commitment 
to  be  processed  by  the  Commissioner  the 
mortgagee  shall  pay  the  application  fees 
required  by  i  203.12  of  this  chapter. 


§  204.5  Mortgage  servicing  during  coin¬ 
surance  period. 

Servicing  functions  during  the  period 
of  coinsurance  shall  be  performed  only 
by  the  originating  mortgagee  or  by  an 
approved  coinsiulng  mortgagee  which 
agrees  to  assmne  the  originating  mort¬ 
gagee’s  liability  under  the  contract  of 
colnsiuance:  Provided  however.  That 
the  investing  mortgagee  may  elect  to 
transfer  servicing  to  other  than  an 
approved  coinsuring  mortgagee  which 
agrees  to  accept  the  liability  if  the  in¬ 
vesting  mortg^ee  assumes  the  obliga¬ 
tions  of  the  originating  mortgagee  under 
the  contract  of  coinsurance. 

Subpart  B — Contract  Rights  and 
Obligations 

§  204.251  Definitions. 

As  used  in  this  subpart  the  following 
terms  shall  have  the  meaning  indicated: 

(a)  “Commissioner”  means  the  Fed¬ 
eral  Housing  Commissioner  or  his  au¬ 
thorized  representative; 

(b)  “Act”  means  the  National  Housing 
Act,  as  amended; 

(c)  “FHA”  means  the  Federal  Housing 
Administration; 

(d)  “Mortgage”  means  such  a  flrst  lien 
upon  real  estate  as  is  commonly  given 
to  secure  advances  on,  or  the  imi>aid 
pvirchase  price  of,  real  estate  under  the 
laws  of  the  jurisdiction  where  the  real 
estate  is  situated,  together  with  the  cred¬ 
it  instriunents,  if  any,  secured  thereby; 

(e)  “Mortgagor”  means  the  original 
borrower  imder  a  mortgage  and  his 
heirs,  executors,  administrators  and  as¬ 
signs; 

(f)  “Mortgagee”  means  the  original 
lender  under  a  mortgage  and  its  succes¬ 
sors  and  such  of  its  assigns  as  are  ap¬ 
proved  by  the  Commissioner; 

(g)  “Originating  mortgagee”  means 
the  original  coinsured  lender,  or  an  as¬ 
signee  which  has  assumed  responsibility 
for  the  original  coinsured  lender’s  lia¬ 
bility  under  the  coinsurance  contract, 
with  the  approval  of  the  Commissioner; 

(h)  “Investing  mortgagee”  means  a 
lender  approved  by  the  Commissioner 
pursuant  to  $S  203.1  through  203.6  of  this 
chapter  to  which  the  coinsured  mortyage 
has  been  sold,  assigned  or  transferred 
and  which  has  not  assumed  responsibil¬ 
ity  for  the  originating  mortgagee’s  lia- 
b^ty  under  the  coinsurance  contract, 
except  as  provided  in  S  204.5; 

(1)  “Insured  mortgage”  means  a  mort¬ 
gage  which  has  been  insured  as  evi¬ 
denced  by  the  issuance  of  a  Mortgage  In¬ 
surance  Certificate  by  the  Commis¬ 
sioner; 

(j)  “Contract  of  insurance”  means  the 
agreem^t  evidenced  by  the  issuance  of 
a  Mortgage  Insurance  Certificate  in¬ 
corporating  by  reference  the  regulations 
in  this  part  and  the  applicable  provi¬ 
sions  of  the  Act; 

(k)  “Period  of  coinsurance”  means  a 
period  of  time  beginning  on  the  effective 
date  of  the  Mortgage  Insurance  Certifi¬ 
cate  and  ending  on  the  date  the  60th 
monthly  amortization  payment  is  ac¬ 
tually  made  by  the  mortgagor; 


(l)  “Fully  insured”  means  entitlement 
to  the  benefits,  and  subject  to  the  con¬ 
ditions.  of  §S  203.295  through  202.435  of 
this  chapter; 

(m)  “MIP”  means  the  mortgage  in¬ 
surance  premium  paid  by  the  mortgagee 
to  the  Commisslcmer  in  consideration 
of  the  contract  of  insurance; 

(n)  “Maturity”  means  the  date  on 
which  the  mortgage  indebtedness  would 
be  extinguished  if  paid  in  accordance 
with  periodic  payments  provided  for  in 
the  mortgage; 

(o)  “Debentures”  means  registered, 
transferable  securities  which  are  valid 
and  binding  obligations,  issued  in  the 
name  of  the  Mutual  Mortgage  Insur¬ 
ance  Fund  in  accordance  with  the  pro¬ 
visions  of  this  part;  such  debentures  are 
the  primary  liabUity  of  the  Mutual  Mort¬ 
gage  Insurance  Fund  and  are  imcondi- 
tionally  guaranteed  as  to  principal  and 
interest  by  the  United  States; 

(p)  “State"  includes  the  several  States, 
Puerto  Rico,  the  District  of  Columbia. 
Guam,  the  Trust  Territory  of  the  Pacific 
Islands,  and  the  Virgin  Islands. 

Endorsement  and  Contract  or 
Insurance 

§  204.254  Application  for  insurance. 

ITie  mortgagee  shall  submit  to  the 
Commissioner,  on  forms  prescribed  by 
him,  within  SO  days  after  the  date  of 
closing  the  loan,  evidence  that  the  mort¬ 
gage,  the  mortgagor,  and  the  pre^rty 
are  eligible  for  insurance,  that  the  prin¬ 
cipal  amount  of  the  locm  has  been  dis¬ 
bursed  to  the  mortgagor  or  for  his  ac¬ 
count,  and  evidence  of  such  others  mat¬ 
ters  as  tile  Cmnmissioner  may  require. 

§  204.255  Insurance  of  mortgage. 

Upon  compliance  with  the  require¬ 
ments  of  this  part,  the  Commissioner 
will  insure  the  loan  as  of  the  date  of  clos¬ 
ing  evidencing  the  insurance  by  the  issu¬ 
ance  of  a  Mortgage  Insurance  Certificate 
which  will  identify  the  regulations  under 
which  the  loan  is  insured  and  the  date  of 
insurance. 

§  204.256  Reinsurance  prohibited. 

The  mortgagee  shall  not  obtain  rein- 
siurance  of  its  share  of  any  loss  suffered 

under  this  Part. 

§  204.257  Contract  created  by  Mortgage 
Insurance  Certificate. 

Hie  mortgage  shall  be  a  coinsured 
mortgage  from  the  effective  date  of  the 
Mortgage  Insurance  Certificate  and  con¬ 
tinuing  through  the  period  of  coinsur¬ 
ance;  thereafter,  the  mortgage  shall  be 
fully  insured  until  termination  of  the 
mortgage  insurance  contract.  After  the 
^ective  date  of  a  Mortgage  Insurance 
Certificate  the  Commissioner  and  the 
mortgagee  shall  be  bound  by  the  regula¬ 
tion}  in  this  part  with  the  same  force  and 
to  the  same  extent  as  if  a  separate  con¬ 
tract  had  been  executed  relating  to  the 
insured  mortgage  incinding  the  provi¬ 
sions  of  the  regulaticms  in  this  subpart 
and  of  the  Act 
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§  204.260  Method  of  payment  of  MIP. 

The  payment  of  any  MIP  under  tills 
subpart  shall  be  made  to  the  Commis¬ 
sioner  by  the  mortgagee  eith^  in  cash  or 
debentures  at  pcu:  plus  accrued  interest. 

Initial  Mortgage  Insttrancb  Premiuii 
§  204.261  Amount  of  initial  MIP. 


(a)  The  mortgage  is  paid  In  fuU;  or 

(b)  A  deed  to  the  mortgagee  is  filed 
for  record;  or 

(c)  The  contract  of  insurance  is  oth¬ 
erwise  terminated  with  the  consent  of 
the  Commissioner.. 

§  204.268  Pro  rata  payment  of  annual 
MIP. 

iCa)  If  the  insurance  contract  Is  ter¬ 
minated  after  the  due  date  of  the  initial 


The  initial  MIP  shall  be  in  an  amount  mor^agee  ^aU  pay  to  the 


equal  to  one-half  percent  of  the  aver¬ 
age  outstanding  principal  obligation  for 
the  first  year  of  amortization  under  the 


Commissioner  that  portion  of  the  cur¬ 
rent  annual  MIP  prorated  from  the  due 
date  of  the  last  annual  MIP  through  the 


(c),  and  all  amounts  due  the  Commis- 
stoner  pursuant  to  §  2Q4.284ia)  (2). 

§  204.273  Distribution  of  reserve. 

On  the  sixth  anniversary  of  the  es¬ 
tablishment  of  an  Annual  Coinsurance 
Reserve  with  respect  to  any  mortgagee, 
or  as  soon  thereafter  as  is  practicable, 
the  Commissioner  will  pay  to  the  mort¬ 
gagee  the  credit  balance  remaining  in 
the  reserve. 

§  204.274  TransfCT  of  Annual  Coinsur¬ 
ance  Reserve. 

ME?  credits  and  loss  debits  shall  ncA 


morte^e  without  t^g  toto^o^t  of  the  month  in  which  the  contract  be  transferred  from  any  Annual  Coin- 
morLgage,  wiuioul  Lasing  mu>  account  _ on....  c,ii<on/.A  nacAraa 


delinquent  payments  or  prepayments. 

§  204.262  Due  date  of  initial  MIP. 

The  initial  MIP  shall  be  paid  on  the 
first  anniversary  date  of  the  beginning  of 
amortization  following  the  date  on  which 


of  insurance  is  terminated.  The  pro  rata 
payment  of  MIP  ^all  be  remitt^  to  the 
Commissioner  with  the  notice  of  prepay¬ 
ment  or  request  for  voluntary  termina¬ 
tion.. 

(b)  For  the  purpose  of  computing  the 


the  insurance  becomes  effective  by  the  rata  portion  of  the  annual  MIP,  the 


issuance  of  a  Mortgage  Insvuance  Cer¬ 
tificate. 

§  204.263  Period  covered  by  initial  MIP. 


The  initial  MIP  shall  cover  the  period  Commissioner, 


date  of  termination  of  Insurance  shall  be 
the  last  day  of  the  month  in  which  the 
mortgage  was  prepaid  or  a  voluntary 
termination  request  is  received  by  the 


surance  Reserve  established  pursuant  to 
§  204.270  to  any  other  Annual  Coinsur¬ 
ance  Reserve  of  the  same  or  a  different 
mortgagee.  If  there  is  an  approved  trans¬ 
fer  of  servicing  responsibility  with  re¬ 
spect  to  a  coinsured  mortgage,  the  mort¬ 
gagee’s  share  of  insurance  premiums  re¬ 
ceived  and  losses  occurring  subsequent 
to  the  date  of  transfer  shall  be  created 
or  debited  to  the  Annual  Coinsurance 
Reserve  of  the  transferee. 


beginning  with  the  effective  date  of  the 
Mortgage  Insurance  Certificate  and  end¬ 
ing  on  the  next  anniversary  of  the  begin¬ 
ning  of  amortization.  Subsequent  pre- 
mlum  payments  shall  cover  the  12- 
month  period  following  each  anniversary 
date. 

§  204.264  Pro  rata  payment  of  initial 
MIP. 

If  termination  of  the  contract  of  In¬ 
surance  occurs  before  the  due  date  of 
the  initial  MIP,  the  mortgagee  shall  pay 
to  the  Commissioner  the  portion  of  the 
initial  premium  due  to  the  fiist  of  the 
month  following  the  effective  tennlna- 
tion  date,  which  shall  be  computed  from: 

(a)  The  beginning  of  amortisation,  if 
the  Issuance  of  a  Mortgage  Insurance 
Certificate  occurred  within  six  months 
after  the  beginning  of  amortization;  or 

(b)  The  date  of  the  Issuance  of  a 
Mortgage  Insurance  Certificate  if  it  oc¬ 
curred  at  any  time.prior  to  the  beginning 
of  amortization  or  during  the  second  half 
of  any  amortization  year. 

Annual  Mortgage  Insurance  Premium 
§  204.265  Amount  of  annual  MIP. 


Adjusted  Mortgage  Insurance  Premium 

§  204.269  Discontinuance  of  adjusted 
premium  charge. 

Notwithstanding  any  provision  In  tlie 
mortgage  instrument  there  shall  be  no 
adjusted  mortgage  insurance  premium 
due  the  Commissioner  on  accoimt  of  the 
prepasmient  of  any  mortgage. 

Coinsurance  Reserve 
§  204.270  Annual  coinsurance  reserve. 

There  shall  be  established  by  the 
Commissioner  for  each  originating  mort¬ 
gagee  an  Annual  Coinsurance  Reserve 
which  shall  consist  of  credits  and  debits 
relating  to  all  mortgages  insured  with 
respect  to  such  mOTtgagee  under  this 
part  during  esM:h  calendar  year. 

§  204.271  Credits  to  reserve. 

(a)  There  shall  be  credited  to  each 
Annual  Coinsurance  Reserve  on  the  date 
of  receipt  of  a  mortgage  insvurance 
premium,  as  follows:  28  percent  of  the 
initial  MIP,  23  percoit  of  the  first  an¬ 
nual  MIP,  19  percent  of  the  second  an¬ 
nual  MIP,  and  15  percent  of  the  third 


§  204.275 
share. 


Mortgagee's  participating 


(a)  The  Cemunissioner  will  maintain 
a  separate  account  of  all  receipts,  dis¬ 
bursements  and  expenses  attributable  to 
the  period  of  coinsurance  for  all  mort¬ 
gages  coinsured  in  each  calendar  year. 
He  will  share  with  all  coinsuring  mort¬ 
gagees  the  aggregate  amount  available 
for  the  mortgagees’  participating  share 
which  shall  consist  of  one-half  of  tee 
actual  net  income  realized  for  tee  coin¬ 
surance  period. 

(b)  The  Commissioner  will  pay  to  each 
coinsuring  mortgagee,  that  portion  of 
tee  aggregate  amount  available  for  tee 
mortgagees’  participating  share  in  tee 
pnHx>rtion  teat  tee  credit  balance  re¬ 
maining  in  the  mortgagees’  Annual  Co¬ 
insurance  Reserve  bears  to  tee  credit 
balance  remaining  in  Annual  Coinsur-^ 
ance  Reserves  for  all  mortgagees  in  the 
^;^iGable  year. 

(c)  In  no  event  wil  la  mortgagee  re¬ 
ceive  an  amount  in  excess  of  three- 
tenths  of  one  percent  of  tee  total  of  tee 
original  principal  obligatkms  of  tee 
mortgages  coinsured  by  such  mortgagee 
in  tee  iq^plicable  cale:^ar  year  (exelu- 


After  payment  of  tee  initial  MIP  an 
annual  MIP  shall  be  paid  in  an  amount 
equal  to  one-half  percent  of  the  average 
outstanding  principal  obligation  for  the 
12-monte  period  preceeding  tee  date  on 
which  tee  premium  becomes  payable, 
without  taking  into  account  delinquent 
payments  or  prepayments. 

§  204.266  Due  date  of  anitual  MIP. 

After  payment  of  tee  Initial  MIP  an 
annual  MIP  shall  be  paid  on  each  anni¬ 
versary  date  of  tee  beginning  of  amortl- 
xati<m. 

§  204.267  Dnration  of  annual  MIP. 

After  payment  of  tee  initial  MIP  tee 
morteagee  shall  pay  an  annual  MIP  to 
the  Commissioner  until  tee  earliest  date 
on  which  one  of  tee  following  occurs: 


annual  MIP. 

(b)  In  the  event  tee  st(8>  loss  limit 
provided  in  §  304.321(d)  becomes  appli¬ 
cable,  tee  Commissioner  will  pay  to  the 
coinsurer  >mnin>.Hy  the  premium  income 
which  would  be  credit^  to  the  Annual 
Coinsurance  Reserve  accmint  under 
paragraph  (a)  of  this  section. 

(c)  If  tee  coinsurance  provisions  of 
tee  mortgage  insurance  contract  cease 
pursuant  to  $  204.284(a)  (2)  or  (3),  no 
portkm  of  the  MIP  collected  by  the  Com¬ 
missioner  for  the  premium  year  in  which 
cessation  occurred  shall  be  credited  to 
the  Annual  Coinsurance  Reserve. 

§  204.272  Debits  to  reserve. 

There  shun  be  debited  to  each  Annual 
Coinsurance  Reserve  all  losses  psdd  by 
tee  Commissioner  for  which  tee  mort¬ 
gagee  is  responsible  pursuant  to  §  204.321 


sive  of  tee  mortgages  for  which  co¬ 
insurance  liability  was  assumed  by  an¬ 
other  mortgagee  and  those  transferred 
to  full  insurance  ptursuant  to  §  204.284 
(a)  (2>  or  (3)>  and  of  tee  mortgages 
origiiiated  in  tee  applicable  calendar 
year  for  which  such  mortgagee  assumed 
ooiDsurance  liability. 

(d)  The  detexminatiem  the  Com¬ 
missioner  as  to  tee  amount  to  be  paid 
to  any  mortgagee  frmn  the  mortgagees’ 
participating  share  shall  be  final  and 
ooDclustve.  t 

TERMnenoM  | 

§  204.280  TuMiaslina  of  iasaranco 
r— irort  ^ 

The  eontract  at  Insuramce  ahall  be  i 
terminated  if :  j 

(a)  The  mortgage  Is  paid  in  fuU  prior  ] 
to  its  maturity:  or 
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(b)  The  mortgagee  acquires  the  mort¬ 
gaged  property  and  notifies  the  Commis¬ 
sioner  that  no  claim  for  insurance  bene¬ 
fits  has  been  made  or  will  be  made;  or 

(c)  After  foreclosure  the  property  is 
redeemed;  or 

(d)  The  property  is  bid  in  and  ac¬ 
quired  at  a  foreclosure  sale  by  a  party 
other  than  the  mortgagee;  or 

(e)  The  mortgagor  and  mortgagee 
jointly  request  termination.  The  mort¬ 
gagee  shall  cancel  the  insurance  endorse¬ 
ment  on  the  Mortgage  Insurance  Cer¬ 
tificate  upon  receipt  of  notice  from  the 
Commissioner  that  the  contract  of  in¬ 
surance  is  terminated. 

§  204.281  Notice  of  termination  by 
nMH^gagee. 

No  contract  of  insurance  shall  be 
terminated  until  the  mortgagee  has 
given  written  notice  thereof  to  the  Com¬ 
missioner  within  30  days  from  the  oc¬ 
currence  of  one  of  the  approved  methods 
of  termination  set  forth  in  this  subpart. 

§  204.282  Notice  and  date  of  termina¬ 
tion  by  Commissioner. 

The  Commissioner  shall  notify  the 
mortgagee  that  the  contract  of  insurance 
has  been  terminated  and  of  the  effective 
termination  date.  The  termination  date 
shall  be  the  last  day  of  the  month  in 
which  any  one  of  the  following  events 
first  occvu*s: 

(a)  The  date  of  foreclosure  proceed¬ 
ings  were  instituted,  or  the  property  was 
otherwise  acquired  by  the  mortgagee,  if 
the  mortgagee  notifies  the  Commissioner 
that  no  claim  for  insurance  benefits  has 
been  or  will  be  made; 

(b)  The  date  the  mortgage  was  pre¬ 
paid  in  full; 

(c)  The  date  a  volmitary  termination 
request  is  received  by  the  Commissioner. 

§  204.283  Effect  of  termination. 

Upon  termination  of  the  contract  of 
insurance,  the  obligation  to  pay  any  sub¬ 
sequent  MIP  shall  cease  and  all  rights 
of  the  mortgagor  and  mortgagee  shall 
be  terminated. 

§  204.284  Termination  of  coinsurance 
provision  of  the  insurance  contract. 

(a)  The  coinsurance  provision  of  the 
mortgage  insurance  contract  shall  cease 
and  the  mortgage  shall  be  fully  insured 
upon: 

(1)  Expiration  of  the  p>eriod  of  coin¬ 
surance;  or 

(2)  Failure  or  inability  of  the  origi¬ 
nating  mortgagee  to  perform  its  servic¬ 
ing  responsibilities  because  of  dissolution, 
bankruptcy  or  withdrawal  of  approval 
as  a  mortgagee:  Provided.  That  the 
originating  mortgagee  will  remsdn  liable 
for  any  losses  under  the  coinsurance  pro¬ 
visions  of  the  mortgage  instirance 
contract; 

(3)  The  transfer  of  all  servicing  func¬ 
tions  from  the  originating  mortgagee  or 
approved  coinsuring  mortgagee  to  an¬ 
other  servicer  by  an  investing  mortgagee 
upon  a  showing  of  good  cause  and  a  find¬ 
ing  by  the  Commissioner  that  such  trans¬ 
fer  is  for  good  cause  and  in  the  best  in¬ 
terests  of  FHA. 


(b)  If  the  mortgagee  agrees  to  provide 
forbearance  relief,  or  recasting  or  for¬ 
bearance  relief  for  military  personnel, 
pursuant  to  S  204.294.  the  Commissioner 
upon  request  may  agree  to  terminate  the 
coinsurance  provisions  of  the  mortgage 
Insurance  contract  after  which  the 
mortgage  will  be  fully  insured  on  the 
due  date  of  the  60th  scheduled  monthly 
pasmient  under  the  original  terms  of  the 
mortgage:  Provided,  That  payments  are 
current  on  such  date  under  the  terms  of 
the  forbearance  or  recasting  agreement. 

Dsfattlt  Under  Mortgage 
§  204.290  Definition  of  default. 

If  the  mortgagor  fails  to  make  any 
payment,  or  to  perform  any  other  obli¬ 
gation  under  the  mortgage,  and  such 
failure  continues  for  a  period  of  30  days, 
the  mortgage  shall  be  considered  in  de¬ 
fault  for  the  purposes  of  this  subpart. 

§  204.291  Date  of  default. 

For  the  purposes  of  this  subpart,  the 
date  of  default  shsdl  be  considered  ais 
30  days  after: 

(a)  The  first  uncorrected  failure  to 
perform  any  obligation  imder  the  mort¬ 
gage;  or 

(b)  The  first  failure  to  make  a 
monthly  payment  which  is  not  covered  by 
subsequent  payments  made  by  the  mort¬ 
gagor  when  such  subsequent  paiyments 
are  applied  to  the  overdue  monthly  pay¬ 
ments  in  the  order  in  which  they  became 
due. 

§  204.292  Notice  of  default. 

The  mortgagee  shall,  within  60  days 
after  the  date  of  default  as  defined  in 
this  part,  give  written  notice  thereof  to 
the  Commissioner  on  a  form  prescribed 
by  him,  imless  such  default  has  been 
cured  or  unless  the  Commissioner  has 
been  notified  of  a  previous  default  which 
remains  uncured. 

§  204.293  Reinstatement  of  defaulted 
mortgage. 

If  after  default  and  prior  to  the  com¬ 
pletion  of  foreclosure  proceedings  the 
mortgagor  shall  cure  the  default,  the  in¬ 
surance  shall  continue  as  if  a  default 
had  not  occurred:  Provided,  The  mort¬ 
gagor  ptays  to  the  mortgagee  such  ex¬ 
penses  as  the  mortgagee  has  incurred  In 
connection  with  the  foreclosure  pro¬ 
ceedings  and  the  mortgagee  gives  written 
notice  of  reinstatement  to  the  Commis¬ 
sioner. 

§  204.294  Fwbearance  relief  and  recast¬ 
ing  of  mortgage. 

All  of  the  provisions  of  SS  203.340 
through  203.346  of  this  chapter  shall  ap¬ 
ply  to  mortgages  insured  imder  this  part. 

Claim  Procedure 

§  204.300  Claim  procedure  in  general. 

(a)  The  provisions  of  SS  203.301 
through  204.381  of  this  chapter  shall  be 
applicable  to  mortgages  foreclosed  and 
property  acquired  during  the  period  of 
coinsurance. 

(b)  The  provisions  of  SS  203.295 
through  203.425  of  this  chapter  shall  be 


applicable  to  mortgages  foreclosed  or 
assigned  and  property  conveyed  to  the 
Commissioner  after  termination  of  the 
period  of  coinsurance  and  while  the 
mortgage  is  fully  insured. 

§  204.301  Acquisition  property. 

At  any  time  within  one  year  from  the 
date  of  default,  or  such  additional  period 
of  time  as  may  be  approved  by  the  Com¬ 
missioner,  the  mortgagee,  at  its  election, 
shall  either: 

(a)  Commence  foreclosure  of  the 
mortgage;  or 

(b)  Acquire  possession  of,  and  title  to, 
the  mortgaged  property  by  means  other 
than  foreclosure. 

§  204.302  Notice  of  foreclosure. 

The  mortgagee  shall  give  written  no¬ 
tice  to  the  Commissioner  on  a  form  pre¬ 
scribed  by  him  within  30  days  after  the 
institution  of  f  oreclosiure  proceedings  and 
shall  exercise  reasonable  diligence  in 
prosecuting  such  proceedings  to  comple¬ 
tion. 

§  204.303  Deed  in  lieu  of  foreclosure. 

(a)  In  lieu  of  instituting  or  complet¬ 
ing  a  foreclosure,  the  mortgagee  may 
acquire  property  by  voluntary  convey¬ 
ance  from  the  mortgagor.  Conveyance  of 
the  property  by  deed  in  lieu  of  fore¬ 
closure  is  approved  subject  to  the  follow¬ 
ing  requirements: 

(1)  The  mortgage  is  in  default  at  the 
time  the  deed  is  executed  and  delivered; 

(2)  The  credit  instnunent  is  cancelled 
and  surrendered  to  the  mortgagor; 

(3)  The  mortgage  is  satisfied  of  record 
as  a  part  of  the  consideration  for  such 
conveyance;  and 

(4)  The  deed  from  the  mortgagor  con¬ 
tains  a  covenant  which  warrants  against 
the  acts  of  the  grantor  and  all  claiming 
by,  through,  or  under  him  and  conveys 
good  marketable  title. 

§  204.304  Notice  of  acquisition  of  title. 

The  mortgagee  shall  give  written  no¬ 
tice  to  the  Commissioner  on  a  form  pre¬ 
scribed  by  him  within  15  days  of  acquisi¬ 
tion  of  good  marketable  title  to  the  prop¬ 
erty. 

§  204.305  Disposition  of  the  property. 

(a)  The  mortgagee  shall  take  posses¬ 
sion  of.  preserve  and  repair  the  pit^)- 
erty,  and  within  six  months  after  date  of 
acquisition  of  marketable  title,  shall  sell 
the  property  for  the  best  price  obtain¬ 
able.  Repairs  shall  not  exceed  those  re¬ 
quired  by  local  law  and,  in  cases  where 
^e  sale  is  made  with  FHA-insured  or 
VA-guaranteed  financing,  those  neces¬ 
sary  to  meet  the  objectives  of  the  FHA 
Minimum  Property  Standards;  no  other 
repairs  shall  be  made  without  the  specific 
advance  approval  of  the  Commissioner. 

(b)  The  mortgagee  shall  not  enter  into 
a  contract  for  the  preservation,  repedr 
or  sale  of  the  im)perty  with  any  officer, 
employee,  owner  of  t^  percent  or  more 
interest  in  the  mortgagee  of  with  any 
other  person  or  organization  having  an 
identic  of  interest  with  the  mortgagee 
or  with  any  relative  of  such  officer,  em¬ 
ployee,  owner  or  person. 
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§  204.306  Application  for  insurance 
benefits. 

(a)  ^thin  15  days  after  the  sale  of 
the  property  the  mortgagee  shall  notify 
the  Commissioner  on  a  form  prescribed 
by  him  of  the  sale  of  the  prc^erty.  the 
purchase  price,  incrane,  and  expenses  in¬ 
curred  in  connection  with  the  acquisi¬ 
tion,  repair  and  sale  of  the  property  and 
shall  assign  to  the  Commissioner  without 
recourse  or  warranty  any  and  all  claims 
(other  than  the  mortgage  financing  such 
sale)  which  the  mortgagee  has  acquired 
in  cormection  with  the  mortgage  trans¬ 
action. 

(b)  If  the  property  is  not  expected  to 
be  sold  within  six  months  after  the  date 
of  acquisition  of  marketable  title  the 
mortgagee  shall,  at  least  15  days  prior 
to  the  expiration  of  the  six-month  pe¬ 
riod  notify  the  Commissioner  who  will 
promptly  cause  an  appraisal  of  the  prop¬ 
erty  to  be  made  by  an  independent  ap¬ 
praiser.  Within  15  days  of  receipt  of  the 
notice  of  the  appraised  value  the  mort¬ 
gagee  shall  notify  the  Commissioner  as 
provided  in  paragraph  (a)  of  this  sec¬ 
tion,  utilizing  the  appraised  value  in  lieu 
of  the  purchase  price. 

PATMKirr  OF  IirsuRANCE  Benefits 
§  204.320  Method  of  payment. 

If  the  application  for  insurance  bene¬ 
fits  is  acceptable  to  the  Commisslraier, 
payment  of  the  insurance  claim  shall  be 
made  in  cash,  in  debentures  or  a  combi¬ 
nation  of  both,  as  determined  by  the 
Commissioner  at  the  time  of  payment. 

§  204.321  Amount  of  payment. 

(a)  The  basis  fra:  the  computation  of 
insurance  benefits  during  the  term  of  co- 
insurance  shall  be  the  sum  of  the  orig¬ 
inal  principal  of  the  mortgage  which 
was  unpaid  on  the  date  of  the  institu¬ 
tion  of  foreclosure  proceedings  or  on  the 
date  of  acquisition  cA  the  property  other¬ 
wise  after  default,  plus  the  amoxmt  of  all 
payments  made  by  the  mortgagee  and 
allowances  for  items  as  set  forth  in 
1 204.322,  less  all  Itons  as  set  forth  in 
S  204.323. 

(b)  The  amount  of  insmrance  benefits 
shall  be  90  percent  of  the  amount  com¬ 
puted  pursuant  to  paragraph  (a)  of  this 
section. 

(c)  The  originating  mortgagee  will  be 
responsible  for  ten  percent  (A  the  amount 
computed  pursuant  to  paragraph  (a)  of 
this  section. 

(d)  The  aggregate  amoimt  for  which 
a  mortgagee  will  be  responsible  with  re¬ 
spect  to  mortgages  coinkued  in  any  cal¬ 
endar  year  shall  not  exceed  one  percent 
of  the  total  of  the  original  principal 

-  amount  of  all  mortgages  coinsured  by  the 
mortgagee  in  such  calendar  year  (ex¬ 
cluding  mortgages  for  which  the  coin¬ 
surance  liability  has  been  transferred), 
plus  the  total  of  the  original  principal 
amounts  of  all  additional  mortgages  oxig- 
Inated  during  such  calendar  year  for 
which  such  mortgagee  has  assumed  co- 
hisurance  liability.  In  the  event  an  ax>- 
plication  for  insurance  benefits  is  ac¬ 
cepted  by  the  Commissioner  which  would 
cause  ttie  mortgagee’s  responsibility  to 
exceed  such  limitation,  the  amount  of  In- 
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surance  benefits  shall  be  100  percent  of 
Ifie  amount  computed  pursuant  to  para¬ 
graph  (a)  oi  this  section. 

(e)  The  Commissioner  will  pay  the 
originating  mortgagee  100  percent  of  the 
amount  computed  pursuant  to  paragraph 
(a)  of  this  section  and  will  debit  to  the 
Annual  Coinsurance  Reserve  any  pay¬ 
ment  in  excess  of  the  amount  of  insur¬ 
ance  benefits,  provided  the  credit  balance 
in  the  Anniisil  Coinsurance  Reserve  is 
equal  to,  or  more  than,  the  amount  of 
the  mortgagee’s  responsibility  under 
paragraph  (c)  of  this  section. 

§  204.322  Items  included  in  payment. 

The  insurance  benefits  paid  shtdi  in¬ 
clude  the  following  items: 

(a)  Tsutes,  ground  rent  and  water 
rates,- which  are  liens  prior  to  the  mort¬ 
gage,  prorated  to  the  date  of  di^ositlon 
of  the  property; 

(b)  Special  assessments,  which  are 
noted  on  the  application  for  insurance 
or  which  becrane  lirais  after  the  insurance 
of  the  mortgage,  prorated  to  the  date  of 
disposition  of  the  property; 

(c)  Hazard  insurance  on  the  mort¬ 
gaged  property,  prorated  to  the  date  of 
disposition  of  the  property; 

(d)  MIP; 

(e)  Taxes  Imposed  upon  any  deeds  or 
other  instruments  by  which  said  prop¬ 
erty  was  acquired  by  the  mortgagee; 

(f)  Foreclosure  costs  or  costs  of  ac¬ 
quiring  the  property  otherwise  actually 
paid  by  the  mortgagee  and  ai^roved  by 
the  Commissioner,  in  an  amount  not  in 
excess  of  two-thirds  of  such  costs  or  $75, 
whichever  is  the  greater.  Where  the  fore¬ 
closure  involves  a  mortgage  executed  In 
connection  with  the  sale  of  proper^  by 
the  Secretary,  the  mortgagee  shall  be  re¬ 
imbursed  (in  addition  to  the  amount  de¬ 
termined  under  the  foreg<ring)  for  any 
extra  costs  incurred  in  the  fra:«closiire  as 
a  result  ot  a  defect  in  title  which  existed 
at  or  prior  to  the  time  the  mrartgage  was 
filed  for  record,  if  the  mortgagee  estab¬ 
lishes  to  the  sa^faction  of  the  Commis¬ 
sioner  that  such  extra  costs  are  over  and 
above  those  custranarily  incurred  in  the 
area; 

(g)  Any  uncollected  mortgage  interest 
allowed  pursuant  to  forbearance  relief 
granted  under  S  204^294; 

(h)  An  amount  whi^  the  Commis¬ 
sioner  finds  to  be  sufficient  to  compen¬ 
sate  the  mortgagee  for  any  loss  which  it 
may  have  sustained  on  accoimt  of  inter¬ 
est  on  debentures  and  the  payment  of 
any  MIP  by  reasrai  of  its  having  post¬ 
poned  the  Institution  of  foreclosure  pro¬ 
ceedings  or  the  acquisition  of  the  prop¬ 
erty  by  other  means  under  a  mortgage  to 
which  the  provisions  of  Sections  302  and 
306  of  the  Soldiers’  and  Sailors’  Civil 
Relief  Act  of  1940,  as  amraided.  apply 
diulng  any  part  or  all  of  the  period  of 
the  mortga^r’s  military  service  and 
three  months  thereafter; 

(i)  Charges  for  the  adminlstratirai,  op¬ 
eration.  maintenance  (u:  repair  of  oom- 
munity-owned  property  or  the  mainte¬ 
nance  and  repair  of  the  mortgaged  prop¬ 
erty  paid  by  the  mortgagee  with  respect 
to  w^h  it  certifies  to  the  Commissioner 
that  payment  was  made  for  the  purpose 
of  dl^harging  an  obligation  arising  out 


of  a  covenant  filed  for  record  and  iq>- 
proved  by  Vtie  Commisslraier  prior  to  the 
insurance  of  the  mortgage; 

(j)  An  amount  equivalent  to  debenture 
Interest  at  a  rate  established  pursuant  to 
§  204.350,  on  the  prlneipal  of  the  mort¬ 
gage  impiaid  on  the  date  of  institution  oi 
foreclosure  proceedings  or  on  the  date 
of  acquisition  of  the  property  otherwise 
after  default,  from  the  date  of  default  to 
the  date  of  acquisition  of  marketable 
title  except  that  when  the  mortgagee 
fails  to  meet  any  one  of  the  applicable 
requirements  of  §§  204.301,  204.302,  204.- 
304,  204.305.  or  204.306  within  the  speci¬ 
fied  time  and  in  a  manner  satisfactory  to 
the  Commissioner  (or  within  such  fur¬ 
ther  time  as  the  Commissioner  may  ap¬ 
prove  in  writing) ,  the  interest  allowance 
in  such  cash  pa3mient  shall  be  cranputed 
only  to  the  date,  on  which  the  particular 
required  action  should  have  bWn  taken 
or  to  which  it  was  extended:  Provided, 
That  debenture  interest  shall  not  be  pay¬ 
able  for  any  period  for  which  the  mort¬ 
gagee  receives  uncollected  mortgage  in¬ 
terest  allowed  pursuant  to  forebearance 
relief  granted  under  S  204.294; 

(k)  An  amoimt  equivalent  to  mortgage 
Interest  on  the  principal  of  the  mortgage 
unpaid  on  the  date  of  institution  of  fore¬ 
closure  proceedings  or  on  the  date  of  ac¬ 
quisition  of  ttie  property  otherwise  after 
default,  from  the  date  of  acquisition  of 
marketable  title  to  the  date  on  which 
the  insurance  benefits  are  paid;  Pro¬ 
vided.  That  when  a  mortgagee  fails  to 
submit  its  claim  within  the  time  specified 
by  S  204.306,  no  interest  shall  be  paid  for 
the  period  beginning  on  the  date  the  ac¬ 
tion  should  have  been  taken  and  ending 
on  the  date  the  mortgagee’s  claim  is  re¬ 
ceived  by  the  Conunissioner; 

(D  Reasonable  payments  made  by  the 
mortgagee  for; 

(l)  Preservation  and  maintenance  of 
the  property; 

(2)  Repairs  necessary  to  meet  the  ob¬ 
jectives  of  the  FHA  Minimum  Property 
Standards,  those  required  by  local  law. 
and  such  additional  repairs  as  may  be 
specifically  approved  in  advance  by  the 
Commissioner; 

(3)  Expenses  in  connection  with  the 
sale  of  the  property  including  a  sales 
commission  at  the  rate  customarily  paid 
in  the  commimity  and,  if  the  sale  to  a 
buyer  involves  an  FHA  or  VA  mortgage, 
a  discount  at  a  rate  not  to  exceed  the 
maximum  allowable  by  the  Commls- 
doner,  as  of  the  date  of  execution  of  tote 
discounted  loan,  on  sales  of  properties  ac¬ 
quired  by  him  pursuant  to  SS  203.295 
through  203.426  of  this  chapter; 

(m)  An  amoimt  to  compensate  the 
mortgagee  for  overhead  costs,  not  to  ex¬ 
ceed  $40  plus  $15  per  month  for  each 
month,  or  a  part  thereof,  from  the  date 
of  acquisition  of  title  to  the  date  of  dis¬ 
position  or  appraisal  of  the  property  pur¬ 
suant  to  §  204.306(b).  whichever  first 
occurs. 

1 204.323  Itenw  deducted  frmu  pay- 

lit. 

^  Thane  dtall  be  deducted  from  the  total 
of  the  added  items  in  If  304.321(a)  and 
204.322  the  following  cash  items: 
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(a)  All  amounts  received  by  the  mort¬ 
gagee  on  accoimt  of  the  mortgage  after 
the  institution  of  foreclosing  proceedings 
or  the  acquisition  of  the  property  by  di¬ 
rect  conveyance  or  otherwise  after  de¬ 
fault; 

(b)  All  amounts  received  by  the  mort¬ 
gagee  from  any  source  relating  to  the 
property  on  account  of  rent  or  other  in¬ 
come  after  deducting  reasonable  ex¬ 
pense  inciured  in  handling  the  prop¬ 
erty; 

(c)  All  cash  retained  by  the  mortgagee 
including  amounts  held  or  deposited  for 
the  account  of  the  mortgagor  or  to  which 
it  is  entitled  under  the  mortgage  trans¬ 
action  that  have  not  been  applied  in  re¬ 
duction  of  the  principal  amount  of  the 
mortgage  indebtedness; 

(d)  All  amounts  received  by  the  mort¬ 
gagee  from  any  source  relating  to  the 
sale  of  the  property  or  the  appraised 
value  of  the  property  as  determined  by 
an  independent  appraiser  pmrsuant  to 
§  204.306(b). 

§  204.330  Benefits  to  investing  mort¬ 
gagees. 

Unless  the  originating  mortgagee  and 
the  investing  mortgagee  otherwise  agree, 
the  originating  mortgagee  shall  pay  to 
the  investing  mortgagee,  within  5  dajrs 
of  receipt  of  Insurance  benefits,  the  sum 
of  the  unpaid  principal  of  the  mortgage 
as  provided  in  $  204.321(a),  debenture 
and  mortgage  Interest  as  provided  in 
§  204.322  (J)  and  (k) ,  and  other  advances 


for  which  reimbursement  is  due,  less  one- 
third  of  foreclosure  costs. 

§  204.350  Debentures. 

All  of  the  provisions  of  §S  203.405 
through  203.409  and  §  203.411  of  this 
chapter  shall  apply  to  mortgages  in¬ 
sure  under  this  subpart,  except  that  the 
debentures  shall  bear  interest  at  the  rate 
in  effect  on  the  effective  date  of  the 
Mortgage  Insiurance  Certificate. 

§  204.351  Issue  date  of  debentures. 

Debentures  shall  be  issued  as  of  the 
date  on  which  payment  of  insurance 
benefits  occurs. 

§  204.355  Mutual  Mortgage  Insurance 
Fund  and  distributive  shares. 

All  of  the  provisions  of  S§  203.420 
through  203.425  of  this  chapter  shall  ap¬ 
ply  to  mortgages  insm^  under  this  sub- 
pi^  except  with  respect  to  the  rights 
and  obligations  of  originating  mort¬ 
gagees 

§  204.360  Sale,  assignment  and  pledge 
of  insured  mortgages. 

All  of  the  provisions  of  SS  203.430 
through  203.435  of  this  chapter  shall  ap¬ 
ply  to  mortgages  insmed  under  this  sub¬ 
part. 

Extension  of  Time 

§  204.380  Actions  to  be  taken  by  mort¬ 
gagee  or  lender. 

With  respect  to  any  action  required  by 
the  mortgagee  or  lender  within  a  period 


of  time  prescribed  by  this  subpart  the 
Commissioner  may  extend  such  period. 

Amencscents 

§  204.381  Effect  of  amendments. 

The  regulatiom  in  this  subpart  may 
be  amended  by  the  Commissioner  at  any 
time  and  from  time  to  time,  in  whole  or 
in  part,  but  such  amendment  shall  not 
adversely  affect  the  interests  of  a  mort¬ 
gagee  or  lender  tmder  the  contract  of  in¬ 
surance  on  any  mortgage  or  loan  already 
insured  and  shall  not  adversely  affect  the 
interest  of  a  mortgagee  or  lender  on  any 
mortgage  or  loan  to  be  insured  on  which 
the  Commissioner  has  made  a  commit¬ 
ment  to  insure. 

(Sec.  7(<1)  of  the  Department  of  HUD  Act 
(42  U.S.C.  3635(d))) 

Effective  date.  These  amendments  shall 
be  effective  on  February  12,  1976. 

Note. — It  U  hereby  certified  that  the  eco¬ 
nomic  and  Inflationary  Impacts  of  this  pro¬ 
posed  regulation  have  been  carefully  evalu¬ 
ated  In  accordance  with  OMB  Clrcxilar  A-IOT. 

Davd)  M.  deWHob, 
Deputy  Assistant  Secretary  for 
Housing  Production  and 
Mortgage  Credit — Federal 

Housing  Commissioner. 

[FR  Doc.76-4128  Filed  2-ll-76;8:46  am] 
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